ABSTRACT
In 1999, they purchased Catalano's Market, located at 510 Cedar Avenue, in Scranton. They then moved their operation to this location and this market offered the additional retail space they desired. In the same year, John and his father were joined in the business by Scott Stange, John's younger brother. Scott Stange also entered into the family business at an early age, helping whenever he could. At the age of 15, Scott was given responsibility for the grocery, frozen food, dairy, produce and candy departments. He interrupted his tenure with the company to attend Saint Joseph's University, in Philadelphia, Pennsylvania. Majoring in Food Marketing, he graduated magna cum laude in 1993. Immediately after graduation, he went to work for The Kroger Co., a large Midwest supermarket chain.
Scott spent over six years with Kroger. He was exposed to all facets of retail operations, including hands-on experience in all of the functional departments. He worked his way up the management ladder, from trainee to department manager to assistant store manager to co-manager. By 1997, in just four years, he was promoted to the position of store manager of a 29,000 square foot store averaging sales of $600,000 per week.
Scott remained with Kroger until 1999 at which time he returned to Scranton. It was then that Stange's Inc. was formed. The shareholders and officers included John N. Stange, Jr. and his two sons -John, III and Scott.
Within 18 months, the corporation purchased a second location, called Fresh Farms Minit Market, located at 3014 Birney Avenue, also in Scranton. It is located within a 15-minute drive of the Cedar Avenue store. Shortly after the acquisition, the name was changed to Stange's Quick Serve. Scott managed the newly acquired store while his brother managed the Cedar Avenue location. Their father gradually took less of a role in operations, as he was nearing retirement age.
DARING'S MARKET
The critical difference in the operation of Daring's Market under Mr. Daring's leadership and John and Scott Stange's leadership will be in monitoring and control. Daring's operating statements lack sufficient detail and timeliness of reporting to be an effective management tool. Stange's operating statements break out sales and gross profit results by department, provide a very detailed listing of operating expenses and are prepared every four weeks. By taking the perishable department inventories (meat, produce, deli and bakery) every four weeks, and an overall grocery inventory at least three times per year, the statements provide operating results on a more timely basis. This provides management with the necessary tools to quickly identify a problem in a given department, so that it can be addressed more immediately. Currently, Daring's performs a complete store inventory once a year, with quarterly statements estimating gross profit results based on sales and purchases.
B&B completed a detailed analysis of Daring's income statement. Department percentages to totals were computed based upon a four-week analysis of sales from register detail tapes. Among Daring's strong points are its meat and deli departments. These departments represent 30 percent of the store's overall sales as compared to a typical supermarket's meat and deli department's volume of 18 to 22 percent. Justification for the higher gross profit projection revolves around three factors:
1.
The meat and deli department sales and gross profits are combined in this projection because the majority of the items sold in the deli department are manufactured by the meat department which generates a high gross profit percentage. 2.
John will be dedicating about 80 percent of his time to managing the meat and deli operations. With Scott supervising the front end, John has a unique opportunity to dedicate the majority of his time and energy to these two departments, whereas the former owner did not have that opportunity and his time was divided between all of the departments in the entire store.
3.
Approximately 45 percent of the sales in these two departments are of in-store manufactured product. This is significant for two reasons: a. First, profit on in-store manufactured product is two-tiered: 1) the normal profit a manufacturer would make by selling the item to the retailer for resale and 2) the profit the retailer makes when he sells that item to his customer. The combined profit on in-store manufactured produce normally averages 40 to 45 percent as compared to the normal meat gross profit of 25 to 28 percent.
b. The second item of significance for a store that manufactures at these levels of volume and diversity is that, through proper case management, meat that is losing its bloom and/or not selling fast enough can be converted and used in a manufactured item, while it is still fresh and at a much higher profit percentage than just grinding it up for ground beef. The complete significance of these facts are best illustrated by the results that John Stange has achieved at their existing meat store, keeping in mind that their current in-store manufacturing in terms of quantity of product and number of items is less than half of Daring's. In 2011, John's overall meat and deli gross profit for the year was 33 percent. In 2012, it was 38 percent.
To assist B&B in their projections, Stange, Inc.'s management estimated the following line-by-line analysis of sales breakdown and gross profit for Daring's Market.
Grocery
Dry grocery sales are projected at 42.5 percent of total sales compared to Daring's existing results of 46 percent. The decrease is projected based upon the expectation that meat and deli sales will increase overall sales through better promotions and merchandising. A gross profit of 18 percent is projected.
Dairy
Daring's current percentage to total sales in dairy is 4 percent. The projection of 7.5 percent is based on maintaining a broader variety of products, increased promotion through signage and prominent displays, as well as maintaining proper inventory levels to maximize sales. A gross profit of 28 percent is projected.
Frozen
Current results in 'frozen' are 4.9 percent to total sales. Through better promotion, merchandising and case inventory management, this number can be increased to 5.5 percent. Gross profit is forecast to be 30 percent.
Health and Beauty Aids/General Merchandise
Daring's existing results are 1.1 percent to total sales. The projection of 1.5 percent can be achieved through resets to increase the variety of general merchandise (GM) available in the store; use of seasonal GM programs, which Daring's currently does not participate in; and the introduction of a private label line of health and beauty aid products (First Choice). The projected gross profit is 27 percent.
Combined Meat and Deli
Daring's current percentage to total sales is 30 percent. The projection maintains the same percentage to total sales. Gross profit is projected at 36 percent based on the combined sales/gross of meat and deli, the tremendous gross profit potential on the in-store manufactured product, and the intensified concentration of a fulltime member of management (owner) of this department.
Produce
Daring's produce percentage to total sales is 7.9 percent. Of all the departments in the store, the produce department is the one department that has the greatest opportunity for improvement in terms of percentage to total and generated gross profit results. Rotation, inventory levels, signage, variety, and conditioning of product is lacking. Building the department's percentage to total sales to 9.5 percent and gross profit level to 35 percent can be accomplished through concentration on the basics of produce merchandising. Currently, the department is neglected. With increased management attention, proper display techniques, rotation, inventory control, and promotion, the department will capture a larger percentage of the customer's grocery dollar and become an important contribution to the store's gross profit results.
Bakery
Currently, Daring's sells Old River Road (ORR) baked products. Initial attempts to add some limited instore baked items have been very successful. The projection provides an increase from 3.1 to 3.5 percent to total sales. This can be achieved by better promotion of existing variety of ORR products and better scheduling to provide an increased variety of in-store baked products on a consistent basis. Gross profit is 28 percent based on ORR gross built into the product.
Management Salaries
Daring's reported office salaries of $156,860 for nine months ended December 31, 2012. B&B's projection is $119,000 broken down as follows: John's entire salary of $69,398 and 80 percent of Scott's salary of $70,050 will be charged to Daring's. The balance of Scott's salary will be charged to Stange's Quick Serve.
Employee Wages
Currently, at 8.8 percent of sales and projected at 6.5 percent, the reduction is justified as productivity is expected to improve with increased management supervision. Specifically, the store will be manned by at least one management person every hour that it is open, whereas now the store is open 35 percent of the time, but there is no management/owner supervision. In addition, John and Scott are both working managers, which simply -through their combined efforts -will reduce the number of necessary scheduled employee hours. Vacation expense is included in management and employee wages on both Daring's statements and the projection.
Other Information
Stange further instructed Burton & Broome to make the following assumptions in order to generate proforma statements for the consolidated operations: 
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